Introduction
Main target of the paper is presentation selected aspects the Polish banking sector in the transition period (1989) (1990) (1991) (1992) (1993) (1994) (1995) (1996) (1997) (1998) (1999) (2000) (2001) (2002) (2003) (2004) (2005) (2006) (2007) (2008) . Banking system composes banks (created banking sector) and external institutions relatively to them (Zaleska, 2007) . The most important external institutions are: central bank, supervision of banking market, guarantee deposit system. The article focuses on analysis of banking sector, which present functioning banks (commercial and cooperative). Author makes economic and financial analysis of the banking sector and present changes in banking law. His study should answer for following questions: Is Polish banking sector stable? Do Polish banks act in accordance with the principle of an open market economy with free competition on the Single European Market? What is the position of the Polish banking sector in the European Union?
Changes in the system after 1989
The banking system in Poland underwent two transformations related to the political system after World War II. The first one took place immediately after the war due to the intervention from the outside supported by indicative planning (Jezierski, Leszczyńska, 2001) . The second political system-related transformation began in 1989. The Banking Law and the Act on the National Bank of Poland (NBP) were essential for creating the new banking system. They were the basis for building the system of market banking enterprises striving mainly for profits. NBP was transformed into a modern central bank (Wójtowicz, . From May 2004 NBP became member of European System of Central Banks. The ESCB comprises the European Central Bank and the national central banks (NCBs) of all EU Member States (Article 107.1 of the Treaty) whether they have adopted the euro or not. The process of setting up commercial banks and banks with foreign capital was started. Privatization of banks was made possible.
The third transformation, not related to the political system, began upon Poland's joining the European Union. The banking sector and the National Bank of Poland began activity on the Single European Market where acquis communautaire including free flow of capital and services are in force. The privatization of these rules began. NBP has launched SORBNET-EURO, a payment system enabling settling local and transnational payments in euro. The system is connected with the European TARGET (Trans-European Automated Real -time Gross -settlement Express Transfer-system).
The NBP, Bank Handlowy (since 1870), Bank Gospodarki Żywnościowej (since 1975), Pekao SA (since 1929), Bank Rozwoju Eksportu (since 1986), PKO BP (1988) and about 1,660 co-operative banks were making up the Polish banking system until 1989.
From February 1989 new banks began to rise in number. The record number of 45 licenses was issued in 1990. 22 banks began conducting business in that year. The process of change in the banking cooperatives was started. The licensing policy was made stricter in order to avoid setting up a large number of small, weak banks. 17 licenses were issued in 1991 and 32 banks began conducting business. The nine emerged from the NBP were commercialized at the end of 1991, i.e. they were transformed into state-owned shareholder companies. The banking sector was burdened with "bad credits" in 1992-1993. As a result, the licensing policy was made stricter and the minimum capital was increased to ECU 5 millions. Only 6 new licenses were issued and 12 new banks began activity. In 1993, the banking sector as a whole suffered a loss. Banks, mainly cooperatives, were going to bankruptcy. The NBP issued only one license.
The position of cooperative banks was difficult. The Act of Restructuring of Cooperative Banks and Bank Gospodarki Żywnościowej from June 24, 1994 was an attempt to improve it. BGŻ became a stock company jointly owned by the State and cooperative banks. The co-operative banking sector took on a three-level structure with BGŻ SA as a state bank, eight regional banks and associated cooperative banks. Cooperative banks were also associated in three associating banks that had been set up earlier. In 1994, foreign banks were allowed to invest in Poland on condition that a bank with financial difficulties would be acquired or financial support would be provided for it. 82 commercial banks and 1,612 cooperative banks were active at the end of that year.
The number of banks on the Polish market were so large, but there was no general system of guaranteeing deposits. Therefore, the urgent need to set up a deposit guarantee system occurred. The Act on Bank Guarantee Fund (BGF) was adopted on December 14, 1994. The Bank Guarantee Fund -an independent subject of the public law being a legal person clearly separated from the government agency -was created based on it. Two functions of the BGF have been entrusted. The first of them is connected with the common obligation to guarantee deposits. The other consists in assisting banks if their solvency is threatened. In January 1998 BGF was enabled to influence the banking regulatory policy by means, that its president participates in the works of the Banking Supervision Commission. The experience heretofore gained shows that the Fund contributes to the stability of the banking sector. Amount of warranted deposit went up considerably in 2008, which totals takes away equivalence in zloty, 50 000 euro presently.
Years 1995-1997 were good for banks. However, 4 commercial banks and 93 cooperative banks went to bankruptcy. Acquisitions, mergers, privatizations and consolidations were intensified. 83 commercial banks and 1,295 cooperative banks were active at the end of 1997. The NBP fulfilled supervisory functions over banks in period of 1989 -1997 (NBP, 2007 .
Period of 1998-2004 abounded with events on the banking market. The banking law, the NBP act and the act on debentures and mortgage -all of them from August 29, 1997 -took effect at the beginning of 1998. New supervision over banks was established. It was Banking Supervision Commission, acting to the end of 2007 (NBP, 2007: 41) . The number of bankruptcies of banks decreased, few specialized banks were set up. The first mortgage bank -Rheinhyp BRE Bank Real State SA -started its operations. Mergers and (Stefański, 2004) . As a result of the privatization, the share of banks (assets of banks) controlled by the State decreased from 66,5% in 1996 to 20,5% in 2004, and to 17,3% in Among many reasons of this situation, two things seem to be the most important. In the initial period of transformation, these countries lacked private investors having capital sufficient for participating in the privatization of banks. The second reason was adopting the privatization strategy for searching the industry strategic investor. The example of Poland proves that the funds of local governments and people's savings were not used for the privatization of banks. The increasing share of the foreign capital in Polish banks is perceived on one hand as a opportunity of the Polish banking sector quicker growth, but on the other hand as a threat to its sovereignty (Jaworski, Zawadzka, 2001) . The ownership structure is important for the stability of the banking sector because it affects the quality of the corporate governance, efficiency of work of banks and their development potential. The decrease of local investors share in the assets of the banking sector from 33,2% in 1998 to 6,6% in 2004 and to 5,0% in 2008 is an alarming trend for the Polish banking sector. The big state share in the assets animates the discussion about the completion of the privatization of banks because the state is not a good owner (Chałaczkiewicz, 2003) . This is confirmed by experiences of many countries. As far as this is concerned, Poland is still far behind the developed countries. However, private ownership must not be considered a "miraculous medicine" against economic issues. This thesis becomes genuine more and more in time of financial slump, in which many governments supplied private banks with capitals or even nationalized.
The privatization and consolidation of the banking sector have led to a change in its structure. There is an upward trend in the concentration of commercial banks measured with the ratio of the fifteen largest banks share in the sector assets, deposits and credits as well as fluctuations if the effect is measured with the Herfindahl-Hirschman index (table 2) .
The concentration index (HH) has been declining since 2001 although the number of banks is decreasing. The ratio of share of the fifteen largest banks is decreasing from 2001. This means that the share of small and medium banks in the banking service market is increasing. They compete with the largest banks, mainly in selected market niches.
The banking sector in the Central European countries is relatively highly concentrated. The concentration level is lower in Poland than in smaller countries of the region. The situation in the EU countries is similar: the concentration is the highest in 
Economic and financial standing of banks
Essential ratios describing the financial stability of banks include liquidity, financial result, solvency, return on assets and return on equity.
Liquidity of banks means their ability to pay current liabilities. Temporary difficulties in satisfying creditors may impose selling assets below their value which generates losses for the bank. Maintaining liquidity entails alignment of receivables and payables according to maturity dates and due dates. The gap analysis is designed for this purpose among other things (Białek, 1994) . The gap consists in the difference between assets and liabilities with a given maturity period. The major source of the risk of liquidity loss is the mismatch between contractual maturities of assets and liabilities and turbulence on global financial markets. Consequently to the escalation of the financial crisis and further decrease in confidence between market participants there was a limitation of market liquidity and practical elimination of transactions with longer maturities. This was also visible in Poland (PFSA, 2009: 65) .
Despite the relatively stable situation in respect of liquidity, the following negative aspects should be mentioned. The first is increased mismatch between assets and liabilities with to maturities of up to 1 month and over 1 year. The negative gap for up to 1 month increased from PLN 257,0 billions in the end of 2007 to PLN 274,1 billions in the end of 2008, and the positive gap for over 1 year -from PLN 277,8 billions to PLN 368,8 billions respectively. The increase in the mismatch was a consequence of the very fast growth of lending, which was developed on the basis of short-term liabilities and the liquidation of part of liquid assets, mainly amounts due from the financial sector. The second is fast growing negative balance in settlements with the financial sector, resulting from expansive lending policy. Consequently, liquidity decreases and sensitivity to situation on financial markets increases. Positive aspects include the increase in stable deposits from PLN 235,1 billions (2007) to PLN 302,4 (2008) (PFSA, 2009: 66) . Despite the increase in value, the share in the balance sheet total slightly lowered to 29%.
The stability of sources of financing is also very important. Stable sources include deposits of households and enterprises; deposits of financial institutions (including banks) are deemed to be less stable. Financing a large part of the operations of the bank with deposits of financial institutions is dangerous due to their large amounts and short due dates. Withdrawal of such deposit may cause payment problems for the bank and impose selling assets on it. Deposits of non-financial entities, especially households and SMEs not cause such danger due to, among other things, their small amounts. The so-called residue effect occurs in the liabilities of the bank for periods longer than contractual (Dobosiewicz, Marton-Gadoś, 2005) . In 1996-2004, the share of payables to the financial sector in the balance sheet of the banking sector amounted to 11-20% and to the non-financial sector 58-65% accordingly. In 2008 it was 23,3% and 47% respectively. Decrease results in intermediaries role of banks in transformation savings on investments is called in economic literature disintermediation (Hawken, 1981) . It results from different authors, that households piled in Poland in banks, in the form of deposits in 2007 -43,7% of global savings and respectively: in 2008 -55,4%; in 1998 -85,8% (Stefański, 2006a: 256; NBP, 2009: 49) . The share of payables to the non-financial sector from the four largest banks in Poland is shown in table 3. They enabled stating a high stability of the sources of financing of the largest Polish banks although the share of payables to non-financial institutions decreased in some of them. 
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The share of liquid assets, i.e. balance sheet items that can be relatively quickly used for satisfying creditor's claims, remained high in 1996-2003 as well. The liquid assets to total assets ratio was 33-43% (liquid assets include cash, funds on the NBP account, bank deposits with maturity of up to 1 month, debt securities admitted to public trade, mutual fund units). The amount of the liquid assets exceeded payables to institutional depositors. The liquid assets ratio lowered to 29% in the end of 2008 and it was negative trend.
The liquidity of banks can also be determined using credits to deposits ratio (non-financial sector deposits and credits were used). That ratio was growing up to 77% from the beginning of 1990's to 2000 because the dynamics of credits exceeded that of savings significantly. It decreased to 68% in 2000-2001. In 2002, as interest rates were decreased and the tax on capital revenues from interest rates on deposits was introduced, the increase rate of deposits declined; a nominal decrease was noted at the end of that year. A quick increase in credits extended by banks at the same time caused growth of the credit to deposit ratio to about 76% in 2003 . In 1996 , the ratio was contained in the 64-77% range. These values are believed to be safe. The liquidity of a bank would deteriorate if the value of the ratio was close to 100% or if the amount of the credits extended the amount of the deposits accepted. Such situation appeared in Poland in 2007 and credit to deposit ratio increased to 125,3% in the end of 2008. This index is adverse, but it wrote down it in many countries (Fitch Ratings, 2008) . Such situation was kept in the first quarter of 2009. The satisfactory liquidity of Polish banks is confirmed by ratings assigned by agencies (table 4). The ten largest banks (62,5% of banking sector assets in 2008) are assessed positively as far as short-term payables are concerned. Ability of six banks to pay them was assessed very good and that of three other was assessed good. 
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Banks' is generating a positive result for their stability. Banks' profits are the main source of increases in capital which, in turn, enhance their ability to further expand and absorb losses, if any. In 1997-2004, banks' profits after tax were sinusoidal trend and increased in 2008 very strongly (chart 1). In 2008, net profit of the banking sector amounted to PLN 13,9 billions, which was the historical peak, but it was higher by 2,1% only than in 2007. Out of 649 banks and branches of credit institutions conducting operations, the majority reported better financial results than in 2007. 85 banks reported deterioration of financial results (22 commercial banks, 5 credit institutions and 58 cooperative banks). Nearly 40% of the profit of the banking sector was generated by two largest banks: PKO BP SA and Pekao SA, which emphasizes their dominant role in the sector.
The comparison of the net profit (after tax) of the banking sector in 1997-2008 shows its dependence on the economic situation and policy. After two poor years, 2004 and further were a record years for banks as far as profits are concerned. Banks owe those good results to a better economic situation and the increase in demand for banking services. Due to the improvement in customers' standing, provisions did not have to be as large as in two preceding years. Better results were also due to the completion of the restructuring by most of the banks and the decrease in the corporate income tax rate from 27% to 19%. However, performance ratios -NIM, ROA, ROE and CIR -as well as profitability and cost level ratios show a downward trend (table 5) . Such situation is advantageous in case of indicators only CIR and CL. Ratios of cooperative banks are much better than those of commercial banks except CIR.
Banks are obliged to maintain equity at a level ensuring security of the deposits and enabling coverage of unexpected losses. Prudence regulations of the Polish Financial Supervision Authority set forth detailed minimum capital requirements imposed on banks. Banks' equity funds (so-called regulation capital) in relation to the total of so-called capital requirements by virtue of each risk should not be lower than 15% and 12% in the first and the second year of the operations of the bank and not lower than 8% in each subsequent year. Banks' equity funds should be no lower than 8 % of capital requirements according to Capital Requirement Directive, called Basel II (Stefański, 2006) . NIM -Net Interest Margin (interest income / average assets minus mature interest on irregular receivables); ROA -Return on Assets (profit after tax / assets minus mature interest on irregular receivables); ROE -Return on Equity (profit after tax / equity); it should exceed 15%; CIR -Cost-Income-Ratio -operating costs (operations and depreciation) to banking operations result ratio; Gross profitability -result before tax to total costs ratio; Net profitability -result after tax to total costs ratio; CL -cost level (total costs to total revenues). Source: (BSC, 2005) , (BSC, 2007) and (PFSA, 2009, Statistical Annex The increase in total requirement was caused by two factors. Firstly, due to very high growth of lending activity credit risk rose and in the end of 2008 the requirement in this respect accounted for 87,6% of the total requirement. Secondly, it was necessary to take into account the operational risk requirement in capital adequacy account from the beginning of 2008 and in the end of the year capital requirement in this respect accounted for 10,2%. The importance of other requirements was marginal (2,2%). The increase in the total capital requirement was not offset by sufficiently large increase in own funds. As a consequence, the average capital adequacy ratio of the banking sector decreased from 12,1% (2007) to 10,8% (2008). The lower capital adequacy ratio was observed mainly in commercial banks, where it dropped from 12,0% to 10,7%. In cooperative banks, the average capital adequacy decreased only from 13,8% to 13,2% (PFSA, 2009: 72-74) . Assuming, capital adequacy of the banking was satisfactory. The funds held by banks sufficiently covered the risk related to their operations and permitted their further development. Long-term payment capacity of ten banks was rated good (table 7) . This confirms that the Polish banking sector is relatively stable.
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Rating agencies also analyses banks' operations as a whole (so-called financial strength of banks, BFSR). They are marked from A to E, according to agency. The first mark (A) means a high reliability and financial strength of the bank, the latter mark (E) is a very low financial strength close to the loss of payment capacity. Signs "+" and "-" meaning that the class assigned is temporary and the bank may be upgraded or downgraded are often added. The analysis of the financial strength of Polish banks allows to believe that they are rather weak (table 8) . Economic crisis has made the prospects of the financial position of banks deteriorated. The banking industry as a whole will be able to absorb the effects of the crisis without jeopardizing the safety of its operation. Analyses confirm this thesis (NBP, 2009a: 31-83) . The special European Union overview shows which type of measures have so far been taken by individual member states that decided to intervene in support of financial institutions. In the period of 2007-2009 Polish government did not provide assistance to banks (CEC, 2009a: 15-16 ). This fact confirms its good financial situation.
Banking sector development trends
The banking market in Poland is dominated by 15 banks, the assets of which are about 80% of total sector assets. Therefore, other banks hold about 15% of assets taking into account the share of the cooperative banks. Those are small banks, often regional or highly specialized.
No major consolidation of banks took place in period of 2002 (Stefański, 2004 ). However, it should be expected soon because the economic potential of banks in Poland is low. PKO BP SA, the largest Polish bank, has 180 place in the world-wide ranking of banks by own funds in 2008 and fourth in the Central Eastern European Countries (The Banker, 2009) . Such consolidation will also reflect mergers world-wide. If two institutions merge, they consolidate their businesses or sell them to other institutions. It can be expected that any bank in the world may be acquired except for the first twenty by balance sheet total and market capitalization. Moreover, the banking sector is believed to be the most scattered and, therefore, numerous mergers and acquisitions are forecast for the years to come. It is even expected that 30% of the global banking market will be controlled by three large financial institutions (ATKEARNEY, 2004) . The implementation of the rules of the New Capital Agreement (Basel II) will cause a great wave of acquisitions and mergers (Charofas, 2004) . Banking sector structure did not change significantly in period of [2004] [2005] [2006] [2007] [2008] . The number of domestic commercial banks decreased from 54 to 52. The number of branches of credit institutions increased from 3 to 18 in the same period. The number of cooperative banks decreased from 596 to 579.
The most important changes that would have the greatest impact on the banking sector structure may include the planned mergers of banks: 1)GE Money Bank SA with Bank BPH SA; 2)Getin Bank SA with Noble Bank SA; 3)Sygma Bank SA with Cetelem Bank SA; 4)Santander Consumer SA with AIG Bank Polska SA. Moreover, establishment of new branches of credit institutions is also planned, but the global crisis may make changes of plans of certain investors. Another consequence of the crisis may also be changes of strategic investors of Polish banks, in cause of rapid weakening of financial condition of the parent company. They may decide to sell business in Poland. Outside the territory of Poland, 4 banks conducted operations in the form of banking companies or branches (PFSA, 2009: 33) .
Research results show that banks should return to concentrating on deposit and credit activity. They also require great regulation and oversight (EIU, 2009: 6-7) .
Polish banking sector in the context of European Union banking sector
Polish banking sector is an integral element of the European banking system. Therefore it is worth to compare it with other European Union Member States (Stefański, 2006b: 76-96 In terms of assets, Polish banking sector is still small in comparison with EU-15. Its assets hardly account for 1% of total assets of all EU member states, but on the other hand it is the largest among the new member states accounting for over 30% of total assets in this group. It is characteristic of Poland, as it is in the case of other new EU member states, that not only the banking sector assets are very low, but also the relationship between those assets and GDP. On the one hand, this proves that the economy has low "banking culture", but the other hand, this sector has great growth potential. In 2008 assets to GDP ratio rapidly increased in Poland. Due to high increase in mortgage loans for households in the last years, their share in GDP grew considerably, although it is still much lower than in most EU members. However, the relatively low share in GDP does not equal low risk for the sector.
Considering the number of operating credit institutions, Polish banking sector is one of largest in Europe. However, the number of branches per 1 million residents is below average. The level of concentration of the Polish banking sector, measured by the share of the five largest banks in total assets of banking sector is slightly over the EU average level. Ownership structure of the Polish banking sector is characteristic for the new EU member states, where the share of foreign investors is very high.
The scope of operations of the Polish banking sector in the context of highly developed EU member states is low, which proves low level of " banking culture" of Polish economy and the development potential of the sector.
A bank's interest margin is one of the most important indicators of the cost of financial intermediation. The NIM can be used as an indicator for the actual degree of competitive condition of the market, but can also reflect other factors, such as market power and risk appetite. NIM in Bulgaria, the Czech Republic, Estonia, Greece, Hungary, Latvia, Lithuania, Poland, Romania, Slovakia and Slovenia were substantially higher than the EU average (CEC, 2009: 19) . It was with values ranging from 2,12% to 3,82% in 2006 against on EU average of 1,87%.
Looking at the net non interest margins (NNM), it is higher in the new EU-12 members than in the old EU-15 members, i.e., over the period 2004-2006 the average NNM was up to 72% higher in the EU-12 compared to the average NNM in the EU-15.
The efficiency of national banking markets, measured by the cost-to-income ratio, which is a ratio expressing a company's cost effectiveness differences between EU-15 and EU-12 were marginal on average in period of (CEC, 2009 .
Despite marginal differences in cost-to-income ratios there were substantial differences between the levels of expenses as a percentage of total assets across various (PFSA, 2009: 80; ECB, 2008: 38) . member states. A clear distinction could be seen between EU-15 and EU-12 banking markets, with the latter having a substantially higher expense ratios. It is therefore interesting to examine how this figure relates to overall profitability (CEC, 2009: 22) .
Return on Equity (ROE) reflects the efficiency of own capital. There were substantial differences between individual member states as well as between the EU-15 and the EU-12 in the period of [2004] [2005] [2006] . The average ROE was 17,5% in the EU-15 and 20,9% in the EU-12. Austria, Belgium, Bulgaria, the Czech Republic, Estonia, France, Hungary, Latvia, Lithuania, Poland, Slovakia, Spain and Sweden had profitability levels over the EU-27 average level. The favourable economic conditions up to the summer of 2007 have been an important driver for increasing overall profitability figures (CEC, 2009: 23) . Overall, ROE have declined due to financial turmoil, after 2007.
Polish banking sector has achieved positive indicators of effectiveness in 2008 (ECB, 2009a: 45-47) . Ratio of solvency was also for good horizontal (ECB, 2009a: 54-57) . Polish banking sector is profitably presented on the background of banking sectors of countries members of the European Union. Big number of banks (13) among fifty the biggest banks in the Central and Eastern Europe region shows also power of polish banking sector (Rzeczpospolita, 2009: 27) .
Conclusions
It is possible to ascertain on the base carried through analysis, that banking sector underwent in Poland several processes in years 1989-2008. They were:
• demonopolization, • liberalization (deregulation), • restructuring, • privatization, • globalization (internationalization), • consolidation. The Polish banking sector is stable and banks have to adopt a strategy that will enable them to compete on the Single Market. The strategy should be based on a change of the structure of revenues and costs, and on modification of the credit extending procedure. This is confirmed by the comparison of the banking sector in Poland with the banking sector of the best developed European Union countries. Differences are too big.
The assets of the banking sector to GDP ratio in Poland was 82% in 2008. It was higher than in almost all the new member countries (expecting Romania) and amounted to about 334% on the average level in European Union countries.
The number of inhabitants per branch in Poland was 3284 in 2007 (Austria -1949 , Spain -986, France -1607 , Germany -2068 . It was higher than the average level in EU countries (EU-27 -2123) .
The value of assets per employee was EUR 1357 thousands in 2007. Lower value was written down in Bulgaria and Romania. It means that efficiency of the Polish banking sector was low.
Population difference between the average interest rate on credits and deposits is twice high in Poland as in EU-15 countries. Its further decline is expected. It may be very painful for banks in Poland bearing in mind the long-term trend to decrease interest rates.
Finally, the free flow of capital will also make Polish banks decrease bank charges, much higher than in other EU-15 countries.
